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This is the‘package of materials you requested
for your briefingb The unclassified research

papers and the outline were provided by

the remainder is from OER/U/TD.
— 4L

Office of Economic Research -

" pats 11 October 1978

.
b

i

1




'-f”rj%QJUSSR;# Balance of Payments

 'ﬁff?¢The USSR currently énjoye a'favorable-balance of
b ! .
A payments position: hard currency stringencies should

gﬁ j-i\not be counted as a factor behind the downturn in Sovr;t
b | ,

YR ordera from the West.; We currently estimate that the
‘ »

USSR will incur a deficit of roughly $4 billion in its

| hard currency trade this year, up from the $3 2 hillion
R
dericit registered in,l977 but well below the record

i deficits of 1975-19764 Moscow should be able to keep its

Ei current account deficit to under $1 billion for the second

. | year running and is expected to enjoy a sizeable albeit
:i‘

! 3diminished surplus in its capital account.

| ,
; Several factors support our estimute of 4 favorable
[
%short-term balance of payments position.
|
|

- The USSR has increased its assets in Western

banks; at the end of March they stcod at a
N

| E record $4}3 billion.
I ~ The bullish gold market has allowed the
) USSR to sell record amcunts of gold this
L year and we anticipate that sales in 1978
!  will exceed $2 billion. |
L ‘ R :
: | - Prospects‘for a record grain harvest
| e . indicate that|Soviet demand for Western
S } . grain will be lower than last year. |
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. = Moscow is currently in the. process of
'prepaying a major share of its outstanding
medium-term Burocurrency syndrcations.

' Known prepayments total $350 million. It

Li is . unliaely that Moscow wrll attempt to

refrnance the entxre anount of prepayments

l
N l i . '
I
Despite an imp oyed balance of payments the USSR has

0

reduced level of equipment orders in

continued to place
!",: -
the west.~ In our opi?ion the USSR could easily afford to

boost equipment imports, particularly if orders were placed

l

with firms in Western Europe or Japan where government-;

suppmnzd h:wrterm credit remains readily available. Possible

factors influencing the downturn in orders include:

- a decision‘to slow the pace of new orders
; until plant and equipment already delivered
| or on order has been installed,

i V ' ; ¢ . » .
! I ;

- a decision to ‘slow orders in view of less

E than satisfactory performance of equipment
; already installed,

i

; - an awarenessrof the potential problem of l
| "servicing a growing debt in the 1980s when
export earnings from oil are questionable,
and/or fi

- a tightaning¢of the pursestrings by the
State in order to better regulate

the outflow of foreign exchange.
b
| 1
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;@ﬂ,US-SoViet.Trade— |

1/‘

Million US §

| 1{53
| 1§7$
1576

1977
i ' )

1976

|

Soviet Exports

Soviet Imports

1,381
246
2,032
2,665
1,716

1,491

; el [ iEEi“

. T. O0fficlal USSR trade data.
. 2+ January-June data.
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N ?'SEC ET
uséa}oéuVe FOR iAéOMPjENS/I\TION AGREEMENTS WITH WEST *
In an effc;rt_fd e;xsuré 1ong4t§erm hard currency earnings, the USSR is placine

lincreased emphasis on compensation agreements with Western firms. Ezport earnines
| guaranteed under the more than 40 agreements signed to date far exceed in value the
| 1$8 billion worth of agreement-related imports from the West: annual earnings will rise
'Ita nearly! $4 billion in'1883 and will soften the impact on Soviet foreign trade of the

expected fall-off in oil exbo‘rts.?lDespite the intense Soviet interest in compensation

|| agreements, a multitude of problems have slowed the pace of new signings—notably
| | the ineptness of the Soviet bureaucracy and the inadequacy of Soviet support facilities
| in handling compensation agreements and the difficulties of absorbing large flows of
' basic Smirlet indusmal‘ pro'dpcts:in-nlready overcrowded world markets.
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| . Compensation agreements=which provide tor \a) Soviet imports of Western

|
|
.
|
3
|

)
T
1

1

|
i
|

" capital goods un credit and \b) Soviet exports to the West of a portion of the.

o P -
® This atticle summanzes a fortheoining Intelligence Auessment by the Office of Economic Research, U'SSR: The
Role of Compcensation Agreements ia Trade with the Weat.

N :
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‘ | - USSR:jC’omp}on:scﬁon‘Agrmﬁoms Signed oi'of S:obfnmbor 1978
P ' ] : ' Million US §

Scheduled Hard Currency
Cuenpensation Exports

. Number of - '
: Projects © Agreements - lmports 1w 1980 . 1963
Total . |43 7,504 528 1994 393
Natural gas .. |08 2530 566 1192 25414
Chemicals ... ... | .29 3.244 13 281 326
Wood Droducu R 827 239. 403 10
Coal . v, 1 450 0 83 876
Other Lo

433 8 63 Kt

!
{
i
|
I

Compensation agreements also reduce the risk associated with buying \Western
equipment on credit. The heavy reliance of the Soviet economy on planning makes
reduction of risk xmportant to top Soviet managers, who have found foreign trade with
the West particularly difficult to plan. In 1975, for example, the Western recession

- practically halted the growth of Soviet hard currency exports, driving home to

Moscow the dependence of Soviet exports on Western economic conditions. Compen-
sation agreements protect Soviet industrial ministries and foreign trade organizations

- from developraents in. the West that would othcthse reduce Soviet export earnings
~and hard currency reserves.: : '

Over the past decade more than 40 compensation agreements have been signed.

Nearly $S billion in Western equipment will be installed in the USSR under these
agreements; in turn, Soviet goods of a much larger value will be exported. The most

profitable agreements for the USSR are the gas-for-pipe deals with Western Europe

“which call for Soviet imports of large-diameter pipe for gas lines and subsequent

Soviet delivery of gas to \\ estern Europe for periods of up to 20 years and longer.

“These agreements will generate revenues several times greater than the $2.8 billion
worth of Soviet pipe lmports

:N | SEC ET { | | | $ October 1978
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Compensauon Asrcements and ’I'otal Soviet Exports

i
u

|

| Eamings from compensahon deals signed thus far are expected to rise from about
3830 million in 1977 to nearly $4 billion in 1985. An analysis of compensation
agreements shows that revenues from the deals will far =xceed costs yielding Moscow

substanual increases in import capaciw in the 1980s.
I o gt
| , : :

USSR: Esumated Hard Currency Flows From
§lgned Compensatlon Agreements

|

Bnlluon uss | : o ! b

4 % T
S : AR _ G i : Export
P Ly T B Earnings

Net Addition
to Import
Capacity

! I R L B L | s
evo 1977 178 1979 1080 - 1901 1982 1ua 1984 1988
i ‘1, Dovmaaymm and debl umee on mum uncer nnllmq compensalion deals.
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ously several large de\eldpment projects will slow the proliferation of compensation
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On the \\'ester‘nfsidé. companies are reluctant to accept many Soviet pruducts.
Unlike in 1974, when fuel and raw material shortages made long-termi supplies of
Soviet products attractive to Western firms. they now tegard compensation agree-
ments as a disagrecable condition for winning Soviet contracts. The depressed West
European chemical industry is already worried about the chemical fertilizers and
petrochemicals that the USSR s~en will begin to export under compensation agree-
ments.* Deals involving energy suffer much less from this constraint. :

Ou!look A ; : f

Desplte these problems the LSSR is pushing ahead in se\eral I.m.v deals with
Western firms. If negotiations can be concluded soon. the associatued projects would
boost Soviet raw material production and exports appreciably by 1985. Deals likely in
the near term involve chemicals, wood and wood products, aluminum, and possibly
natural gae. Over the longer term. additional compensation agreements could be tied
10 Siberian natural gas deposits in Yakutsk and Urengoy, a major steel complex, copper

deposits, and exploitation;of ofishore oil reserves.
C .
| !

Moscow has touted compensation agreements as a new form of collaboration with
the \West. So far, the projects are being carried out on a turnkey basis, in which the
participation of the Western [irm is essentialiy completed once the ecquipment is
ins'alled and productioni is under way. The Soviets have® expressed interest in

i
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Proscacts for Grain Imnorss S
1 Unless tha USSR grain narvest is consicerably largar than

223
million tons, we expect Moscow 9 purchese between 15 and 2D =iilin
tons of forefgn wrain for cotivary duieing dre cureant Totorae 1270
LrdL L Sensahas T30 rarlacivy gare, Teds oaset vl oo oo
R L R DAL A LSS S S SR IR - L R L '
et nanty vnall DT Tiomezer LT ety oo L. X
bane” oF momelasy Iutitzan olfant itates, Moo v
ipovns Wit oegranil o linsiot 27 craesa praini,y ormaety '
tnpores oF 16 fo 20 mitiion tans oF gradn wiuld Sosy ovetett 303
and 32.6 vi1lion, an amount l'cscow can easily afford as it is
currently in a strong short-tern balance of payments position..

Moscow has delayed making its grain purchases this year. To
date, confirmed purchases from all sources for delivery to the USSR
during the current marketing year stand at only 1.5 million tons.
Even if a large portion'of the roughly 3 million tons of US corn
now recorded in the US Depariment of Agriculture's "unkncwn
destination" category ‘is {as rurored) intended for the USSR, this

would still leave the Soviets 11 to 16 million tons short of cstimated

needs.* This delay in placing orders differs from past oractice;
in recent years, when ithe USSR has purchased 153 million tors or
more oOf grain at least 90 percent of the orders have been placed
by 1 October. Possible reasons for the delay this year:

== The likelihood of a worldwide bumper crop allows the
USSR to dalay purchases with minimal risk of being
frozen out of the market. It appears that this
year the Soviet Union could obtain perhaps 10 to
11 mi1lion tons of grain from non-US suppliers
without disrupting long-term trading patterns
between these suppliers and their ron-Soviet
customers. 5 §

-« Corn prices, on the decline since June, have

' only recently bottomed out. Moscow may have been
waiting to sea how far prices were going to drop
before placing the bulk of its orders.

eat this time last year the USSR had rmade substantial crain
purchasaes which were not reflected in either of chesovcate;oixes
but which were known to us from mariet sources. This year, 1n
markod contrast, there has been no reporting from market sources

of such additional purchases.

cc 78-10188 SEGRET
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| -- By witanolding;orders, the USSR may nope -0 improve
. its sargaining pesition with the US at <he LTA
| : " magsina schecdled %o begin on 11 Octeder. vncer
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US Decartment Of Agricu.ur
' the USSR beginning GCt
Considering tne availability of non-US grain, Mascow conceiv-
ably could keep its total purchases from the US under 8 million
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“itons and still import:over 15 million tons during the marketing

year. The Soviets are, we think, unlikely to pursue such a

1 ‘purchasing program. |Much of the USSR's grain import demand is for

“corn and other coarse grains to feed livestock. Even thougyn

supplies of other coarse!grains (mostly barley) are readily

. 'available and far less expensive, we believe that Moscow wou'd

1ike to import about 10 million tons of corn, of which 7.5 te

Ei;8.0 million tons would have to come from the US. Consequenti,

we agree with market sources that, offered the opportunity, the

fi'Soviets would take more than 8 million tons of US wheat and corn.

|
The actual 1eve1:of§$oviet imports from the US, and thus the

i;fgmix among wneat, corn, and other coarse grains of Soviet grain
| imports worldwide, will likely depend upon the cutcome of the LTA

‘meetings. The availability of non-US grain could permit the
'Soviets to take a hard line at these reetings, if for political
‘reasons they should wish to <o so, and in that event their total
_purchases from the US would be Jower than we predict. :

l
. GC 78-10188
' 6 October 1978.
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USSR: ’Economic'Problcms'and Prospects

Throughout most of the postwar period, the Soviet
o

economy grew at rates comparable to those of Wautern

Europe, and considcrably faster than the United

States. | gé
A. Until recently, the USSR was able to realize its
growth objectiwes == in consumption, investment,
and militeryfherdware -- by mobilizing ever increas-
ing amounts_of‘labor and capital.
B. The necessarf resources were allocated via}thel
-massive state planning and administrative apperatus,
" which sets prices, production - goals, income
distribution, investment, and other economic
. activities th;t are determined by market forces
- dn Western style economies.
Now, however, the SOViet economy faces serious strains
which will slow its rate of progrccs appreciably.
A. Increasing de;endence on less accessible and
 lower quality raw materials is driving-up the
f cost of investment projects and slowing the growth

- of new plent and equipment.

ER m 78-10636



1. Exploita%idn of raw matériais to feed the

USSR's industrial plant must come incrcasxngly

'from thelclimatically harsh Siberian regions

whcrc the cost of opcrations’ 15 nearly double

I
that in the WQstern USSR.
r

2. This, in turn, means that major investment
'projectsiare becoming longer-term and more
costly, requiring large amounts of supporting
infrastiucture (e .g., roads, housing, etc. )

| before;theg can be turned into productive plant
and equiémént. |
B.l The agricult&r}l sector continues to be plagued

by inefficie&t;management and the vagaries of

weather. Aséaéresult, Soviet farm production still

cannot prov;de the quality diet that the leader-
ship has promised

1. Althoughithe regime has invested heavily in
the agric;itural sector, major disruptions to
productioé%occur regularly which impact directly
on the 10;505 the consumer.

2. After fhe‘éisastrous 1976 harvest, for example,
meat supplies fell sharply, resulting in wide-
spread‘shpxtages 'which are still being felt

. dn somé q#érters.

|

[
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[
.
i




D.

Manpower is énothor intractable issue confront-

ing the Krcmlin.

l. A slowdown in labor force growth began this
..year and;will continue through the ncxt}dccadc;
vThis'is 4nfinevitablc consequence of falling

birthrctesgin the 1960s.

2. Thereiisjlittle that the Soviets can do to

alleviaté rhis constraint. Stop-gap measures
such as keLping older workers on the job longer
or reducing the term of military serVice would
have onlx s slight impact on economic growth.

Perhaps the most serious economic problem facing

; the SOVieﬁéléaéership is a tightening energy
% supply, especially in oil.
5 1. For the past half century, the availability

of vast energy resources has fueled the USSR's

extensive growth model, and Soviet leaders

have maximized the short-term exploitation

of these resources at the expense of lifetime

recovery.|: "

a. In‘terns of oil, this emphasis on'dewelop—
ment ower exploration has resulted in over-
production of existing wells and fields and
failure to match well depletions with new

discoveries.

4 ———ry
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'.Jﬂﬂf' The USSR has large reserves of coal and natural gas.

|
I
!
|

i
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T 2. Although tho USSR has abundant potuntial 011

SRR

Ir 11 .

reservos 1n tha Arctxc, sast Siberlan. and

':lroillhore atoan, dovolopmont o! such relorvos

lifetilcunt a decado awny.v Thua, durinq tho

Y_nék:féexo

|

yearo, almost all Soviet 0il output

. will have|to cone from existing f;elds and

from new fields in existing produczng regions.

||

| a. Production from fields in the Western part

of the country is already declzn;ng, how-

' l

b.. All growth in output through 1980, there-

fore. must come from West Siberia, where

the 1nhospitab1e climate, difficult terraxn,

and Vast distances greatly complicate

, operations.

t B

Development of these reserves, however, will take time

and require large oapital investments.

N’JL}KJfTMe cost andlphysical difficulty of developing

Ethe major untapped Soviet gas reserves -- located

in northerﬂTyumen‘ Oblast -- is unprecedented in

- o
. the. history of the world's oil and gas industries

1

i

"and poses problems not previously encountered

E edther 1n

| o T

i
I
.l!
[
I
1

1 i
the ussn or in the West.
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. .:Ly)ﬂ/ Deposits of coal schcduled tor exploration in the

I

:§'§“f_ 'filnext decade are also east of the Urals and will
R Nl by

7:ﬁjrequire considerable investment in transport and |
”i}iother faeilities ‘at a time when investment gzowth,

'7%ﬂitoo. is slowing. '
! 1 X : '
’_/7 /. Electric power from hydroelectric and nuclear.

Lo fﬂ-‘power plants will make only a small contribution

el l
; |

f4 ;? | for many years to come. although there are vast

jhydroelectric resources in Eastern regions of the

R

f.USSR,.the technical problems of 1ong-distance

. transmission must be solved before such resources
' ;::’ ~ can be fully exploited.

A

-ﬁﬂﬂi: Thus. in terms of exploitable energy resources in the

?f;i‘ 1980s. the USSR appears to be in a difficult situation
b i ]

; at best. When oil production stops growing, and perhaps
§§;! ~ even before, repercussions will be felt on the domestic

economy of the USSR and on its international economic

relations. 532 ;i |
[ ’/9/ A severe energy shortage could restrict economic
’% | - .growth sharply, further complicating the task of
f | - allocating resources to meet the growing needs of

i consumption. investment. and the military.
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08/‘( Short'alls 1n oil. production at home could
1

_1

. l

i rcduco tho amount available for export.

Sinco about 1/2 of the USSR's ha:d currency -

"earnings

arc due to Oil exports, this would

cut decply into the USSR's hard currency earn-

ings and
tain its

mako it dtfficult for Moscow to main-

hard currency import capacity.

Bastern Europe is critically dependent on the

USSR tor

most of its oil needs. However,

'Hoscow would be under strong pressure to force

J

Bastern Europe to share its oil shortage. Any

substantial cuts in oil deliveries to Eastern '

economic

vBurope could worsen its already difficult

situation and could threaten political

stability there.
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